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The Governor’s May Budget Revise proposes the development of 
a statewide strategic sourcing initiative

Key Goals and Objectives

Identify $96 million in savings 
while ensuring fairness and 
competition in state 
procurement and maintaining 
state participation goals 

Transform the state’s 
purchasing capabilities to 
become best in class through 
enhancing the skills of state 
purchasing officials, bringing 
new tools and re-engineering 
purchasing processes



Strategic sourcing is a systematic approach to generating 
savings by leveraging a combination of strategies

Conduct product value analysis and 
engineering
Substitute materials
Pursue system buying alternatives 
Optimize life cycle costs 

Reengineer joint processes
Share productivity gains
Integrate logistics
Support supplier 
operations improvement

Establish/develop key suppliers
Employ strategic alliances/partnering
Examine strategic make versus buy
Develop integrated supply chain

Expand geographic supply base
Develop new suppliers
Profit from global supply/demand imbalances

Compare “total” costs
Model “should-costs”
Renegotiate prices
Unbundle pricing

Consolidate number of suppliers
Pool volume across units
Redistribute volume among suppliers
Combine volume from different
commodity categories

Exploit Buying Power Create an Advantage

Expand 
Supply Base

Best Price
Evaluation

Volume
Concentration

Product
Specification
Improvement

Joint
Process

Improvement

Relationship
Restructuring

Strategic
Sourcing

Profile Of
Sourcing Group

Sourcing Strategy For
Sourcing Category

Supplier Portfolio 
Generation

Competitive Supplier 
Selection

Operational Integration
With Suppliers

Continuous Benchmarking Of
Supply Market

Selection Of 
Implementation

Path
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In the public sector, savings needs to be delivered in the context 
of open competition and fairness

Factors for Consideration
Disabled Veterans Business 
Enterprise requirements
Small business participation 
goals
Other federal and special fund 
requirements 

Effective and Balanced 
Approach to Drive Results

Competition and fairness used 
to drive traditional sourcing 
approach to achieve savings 
and preserve policy priorities

Expand
Supply
Base

Best Price
Evaluation

Volume
Concentration

Product
Specification
Improvement

Joint
Process

Improvement

Relationship
Restructuring

Strategic
Sourcing

Overall Sourcing ApproachFairness Considerations

Drivers of Competition
Broad participation, enabled 
by effective advertisement and 
outreach
Clear and effective processes 
that provide open 
transparency into the 
procurement processes and 
criteria
Effective documentation of 
results and approach

Open Competition
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The project will take place over the next three years

DGS Role
Team CGI-AMS Role

Communications and Change Management —
Internal Stakeholders and External Vendors

3 + Months TBD by 
Opportunity Assessment

Phase I - 45 Days

Phase II

August 2004

Opportunity 
Assessment

Wave 1 Sourcing
Opportunities

Wave II Sourcing
Opportunities

February 2005 September 2005

Savings Collection

June 2007

Three Year Project Outlook
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Phase I is composed of four separate workstreams

Phase I — Opportunity 
Assessment

Environmental 
Assessment

Data Collections/ 
Analysis Savings Collection Communications 

DGS Lead Bill Fackenthall Jenny Herrera Pete Mastella Tracey McDaniel

CGI AMS Lead Steven Speak Albert Sun Philip Moore Tony Han

Purpose

Key steps

Devise 
communication 
education, 
outreach program 
and collateral 
material 

Monitor policies 
impacting sourcing 
effort
Manage 
stakeholder 
objectives and 
agendas 

Develop spend cube and 
determine spend and 
potential savings by 
category/supplier/depart-
ment and other 
parameters
Conduct survey to assess 
State of CA procurement 
practices against Best 
Practices

Establish 
methodology for 
calculating savings
Establish 
methodology for 
supplier collections

Assessment of 
policy impact on 
sourceability of 
categories
Stakeholder map 
and competing 
objectives

Spend Cube
Practices assessment
Category Savings
Preliminary Wave plan

Approved method for 
calculating baseline 
spend and savings for 
each chosen category
Contractual basis for 
supplier collections

Communication plan
Meeting objectives and 
desired outcomes
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Data gathering is critical to developing a detailed understanding 
of state procurement practices and creating the “spend cube”

Who 
Purchases?

What Do 
We 

Purchase?

Whom 
Do We 

Purchase 
From?

Professional services
Office Supplies
Print and Publishing
Etc.

Grainger
Office Depot
Ford
Small business
DVBE
Etc.

DGS
Business, Housing and Transportation
HHSC
Departments
Others

Collect current purchasing data
Identify existing supplier base
Interview key buyers and stakeholders to 
gain process insights
Benchmark procurement capabilities with 
A.T. Kearney leading practices
Key Data Sources

PIN
SCPRS
WSCA
State Controller’s Office
CalStars and other Accounts Payable 

Systems
Key Suppliers’ data, as required
Key agency-level data sources, as 

required

Gather Spend Data and Develop an 
Understanding of State Purchasing 

Practices . . .
. . . and create the “Spend Cube”
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A wave program will result from Phase I, prioritizing each potential 
sourcing category

Sourcing Deployment Strategy

Savings opportunity
Minimal disruption
Organizational receptivity
Socio-economic/Diversity

Selection Criteria

Implementation Waves

Drop/
Postpone/Reassess

Low

Wave II

Potential
Savings

Wave IV

Wave III

Wave I

High

High

Ease of Implementation

Priority Screening

Illustrative
Office Supplies

Sand, Salt, De-icing

Gases - Industrial
Legal Services

IT Services

Telecom
Equipment

Health 
Benefits

Pharmaceuticals
Wave I
• Traditional
• Accelerated
• e-Source

Wave II, Wave III…
• Traditional
• Accelerated
• e-Source
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We believe that Sourcing is one of the key drivers for 
effectively managing IT costs using a total cost of ownership 
(TCO) approach  

Total Cost of Ownership (TCO) Lifecycle

Minimize 
external spend at 
optimal quality 

and service levels

Capital 
Allocation

Demand Management 
and Asset 

Management

Sourcing

Implementation / 
Roll-out

Operate and 
Maintain

Ensure timely roll-
out, fulfilling user 

requirements

Run at optimal 
service levels and 

OPEX costs

Prioritize IT 
expenditures

Determine appropriate demand, 
specifications and operations and 

maintenance policies
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Assessing the sourcing opportunities for IT starts with 
understanding the spend and structuring appropriate categories

IT spend

Service 
pro-

gram-
ming

Service 
Other

Opera-
ting 

systems

Hardware & 
Maintenance SoftwareCommodity

Groups

11

• X• Low, med, 
high-end 
PC

• Service and 
mtc for PC

• ERP
• Oracle
• ...

• Desk printers
• Office 

support 
printers

• Service and 
mtc for printers

• MS-Office
• Dial-up
• Adobe
• ...

• Client mid 
range server

• Server 
service and 
mtc

• Mainframe
• HW/ service
• …

• Contract 
programm-
ing

• ...

• IT consult-
ing

• Project  
support

• ...

• MS-DOS
• XP
• ...

• Network 
management

• …

• PDA
• Keyboard
• Scanner
• ...

1 2 3 4 5 6 7 8 9 10

ExampleSourcing Tree

Commodity

Service

12

Subcon-
tracted 

functions

Applica-
tion

software
Standard
Software

Network 
manage-

ment
Peri-

pherals
Desktop/ 
Laptop

Main-
framePrinters Servers
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For each category, we use a specific TCO framework and 
calculation methods

Typical split of hardware costs

14%

17%

55%

14%

Administrative
costs

Product
costs

Maintenance
costs

User operation
costs

Depending on 
hardware and process 

efficiency

Depending 
on selection 
of hardware

Possibly 
depending on 

hardware 
selection

Independent of 
hardware, 

depending on 
operating system

Short term saving potentials can be realized be optimizing product costs;
however the larger potential lies in the optimization of the total costs

Source: A.T. Kearney analysis, Gartner Group
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We have deep experience in sourcing complex categories 
including those within the CIO function

Over the past six years 
we have sourced more 
than $100B in spend 
across both IT and non-
IT categories
Overall client savings 
across non-IT 
categories range from 
10% to 20%
Overall client savings 
in IT-related 
categories range from 
20% to 30%
One of our most recent 
enterprise-wide 
initiatives (which 
included IT) covered 
$10B in spend and 
achieved annual 
savings of over $1B 
(10%)

Experience Highlights

IT-related 
Categories

IT-related 
Categories

Hardware 
Maintenance

Hardware 
Maintenance

PCs and NT ServersPCs and NT Servers Midrange HardwareMidrange Hardware MainframesMainframes

Enterprise StorageEnterprise Storage

Staff AugmentationStaff Augmentation

Transport Hardware 
(Hubs/Routers etc.)

Transport Hardware 
(Hubs/Routers etc.)

IT Consultant/ 
Contractor Services

IT Consultant/ 
Contractor Services

SoftwareSoftware

10-20% Savings10-20% Savings

15-30% Savings15-30% Savings 20–33%Savings20–33%Savings 6-40% Savings6-40% Savings

19-60% Savings19-60% Savings

10-32% Savings10-32% Savings

8-28% Savings8-28% Savings

10-36% Savings10-36% Savings

10-15% Savings10-15% Savings

Realized Savings Ranges(1) – Selected IT-Related Categories

We look forward to working with many of you as we explore these opportunities  for the State of California
Notes
1. Based on A.T. Kearney project experience
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There are five critical factors that will enable the success of this 
program

Executive level support at the Cabinet and Department level to guide the 
initiative, communicate the program, help generate internal support and 
resolve issues as appropriate

Strong Executive-level  
Commitment

Leveraging of Team CGI-AMS best in class sourcing knowledge, 
procurement tools and purchasing best practices to drive savings and 
enable knowledge transfer
Leveraging of DGS expertise of purchasing statutes, regulations and 
pubic policy goals and objectives to enable successful bidding process 

Strong Partnership and 
Knowledge Transfer 

Between State and Team 
CGI-AMS

Rational and well documented sourcing approach and bidding records to 
inoculate against bidding protestsProgram Transparency

Strong communications with internal customers and external vendors of 
program goals, processes, roles and responsibilitiesClear Communications

Reliable data to drive category targeting, strategy development, savings 
estimates and negotiations
Reliable tracking system to monitor savings

Reliable Spend Data and 
Benefits Tracking System
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